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CAUSE OF THE RECENT MONEY 
STRINGENCY. 

BY A. B. HEPBURN, PRESIDENT OF THE OHASE NATIONAL BANK, 

NEW YORK ; FORMERLY COMPTROLLER OF THE UNITED 

STATES CURRENCY. 



From November 1st to January 5th, the rates for call-money 
in New York City ranged from 5 per cent, to 125 per cent, per 
annum. In speculating as to the cause of such abnormally high 
rates, it has been generally assumed to be the fault of our cur- 
rency system, superadded to the evils of our Sub-Treasury system. 
Hardly any one will undertake to defend our Sub-Treasury system, 
under which the Government's revenues absorb money in circu- 
lation and impound the same in the Treasury until it goes out in 
pursuance of Congressional appropriation to liquidate a Govern- 
ment debt j but, with the Government's disbursements exceeding its 
revenues, as has been the case for the past year, some other cause 
than the Sub-Treasury system must be found for the money strin- 
gency. Was our currency system at fault, and wherein? The 
total stock of money in the country on January 1st, 1900, was 
$2,253,133,438, and on January 1st, 1906, $2,992,758,207. Ex- 
cluding the money in the United States Treasury we had a total 
amount in actual use in 1900 of $1,980,398,170, and in 1905 of 
$2,671,543,571. During the period of these high rates of in- 
terest, there was $691,000,000 more money in circulation and use 
than in the corresponding period in 1900, an increase of nearly 
35 per cent. The per capita of money in actual circulation in- 
creased during the same period from $26.36 to $31.81. This 
would seem to be a degree of currency expansion more than com- 
mensurate with the growth in population and business develop- 
ment. 

In addition to gold and silver, our currency consists of (1) 
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Treasury notes, commonly called "legal tenders"; (2) notes 
issued by National Banks, and (3) certificates issued by the Gov- 
ernment upon either gold or silver. Title to this currency passes 
by delivery, and it consummates the smaller business transactions, 
serves the convenience of travellers, pin-money, pastime and petty 
affairs generally. 

There is another kind of currency, the title to which passes by 
endorsement, the magnitude and importance of which are not 
generally appreciated. The business of banking consists in swap- 
ping well-known credit for less-known credit. A goes to his 
bank with his note, which the bank knows to be good, and which 
it accepts and discounts, and it gives A in exchange therefor 
a better-known credit, which he can use in the transaction of his 
business; it may be money, or it may be the bank's check, cer- 
tificate of deposit, or the bank's draft upon some distant or foreign 
city where A wishes to command funds. Ease, convenience, 
economy and safety have built up a system of transmission of 
funds from one place to another, from one country to another, 
by means of checks and drafts, only the balance of exchange or 
trade being settled by money shipped by mail, express or steamer. 
These checks or drafts are generally used to make payment of 
indebtedness, and are commonly and properly characterized as 
" auxiliary currency." Let me illustrate the extent to which they 
are used : The amount of such checks and drafts collected through 
the New York Clearing-House in 1900 was $51,964,588,564, and 
in 1905 the unprecedented total of $93,822,060,201, being an in- 
crease in five years of 78 per cent. The increase is simply mar- 
vellous, and in view of this fact it is difficult to argue that our 
"auxiliary currency" has not responded in full measure to the 
growing demands of trade and commerce. Let me describe the 
practical working of the Clearing-House: Each member of the 
Associated Banks presents to the Clearing-House, at ten o'clock 
each morning, all the items (called " exchanges ") it has, pay- 
able at the counters of all the other banks of the City, and receives 
credit from the Clearing-House for the total amount so presented. 
Per contra, each bank is charged with all the items which all 
the other banks present against it. If the amount of exchanges 
charged against a bank exceeds the amount of exchanges which 
it brought to the Clearing-House, then the bank is debit, and must 
pay to the Clearing-House the debit balance in cash, and receives 
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cash from the Clearing-House in case it is credit. The debits 
and credits must, of course, equal each other. Under the Clearing- 
House system, the balances only are paid ia cash, and in collecting 
$93,822,060,201 only $3,963,546,049 in actual money was used. 
This enormous volume of business was done with the use of only 
.0422 per cent, in cash. 

Statistics show that 90 per cent, of all the business consum- 
mated through banks is done by means of checks and drafts. 
This auxiliary currency possesses perfect elasticity, expands and 
contracts without let or hindrance, tax or supervision, and re- 
sponds to the demands of trade completely and perfectly. It has 
certainly expanded to meet the demands of trade during the period 
under discussion. The only thing this auxiliary currency cowers 
before is distrust, and it necessarily contracts when credit is cur- 
tailed. Optimism, and not distrust, has prevailed for several 
years past. Our currency, which at best does less than 10 per 
cent, of the business of the country, is blamed for these ab- 
normally high rates, and Congress is appealed to for legislative 
remedy. It is difficult to see how our currency (consummating 
less than 10 per cent, of the business of the country) could 
be given sufficient elasticity to prevent a stringency in time of 
distrust or under conditions recently prevailing. With our cur- 
rency larger in volume and per capita than ever before, with 
universal optimism prevailing and our bank credits phenomenal 
in amount, are we not forced to acquit our currency system and 
seek elsewhere for the cause of recent high money rates? The 
present is not the first occasion when our currency has been 
unjustly accused. The Far West and Southwest, surrounded 
by latent wealth, requiring only development to convert the same 
into actual tangible wealth, clamored for more currency, thinking 
that if the volume were increased it would somehow inure to 
their advantage. What they needed was more capital; what 
they thought they needed was more currency. It seems to me 
that lack of floating capital was responsible for the high interest 
rates recently prevailing. 

For a series of years we have been blessed with good crops and 
good prices; we have prospered and accumulated wealth, but 
not in volume equal to the demands which the expansion of old, 
as well as the development of new, enterprises has made. The 
building operations for which permits were granted in twenty- 
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six of the larger cities, in 1904, amounted to $375,571,130 and, 
in 1905, to $528,186,412. These figures indicate the demand 
made upon capital by the building industries throughout the 
country. Such investments are permanent, the iron and steel 
that enter into the construction being almost as much buried as 
they were in the original ore. 

From 1900 to 1905 railroad mileage increased 27,000 miles; 
railroad capital stock increased $796,000,000, and floating debts 
increased $2,013,000,000. The railroad capitalization, including 
stock and indebtedness, increased from $62,000 to $67,000 per 
mile. The figures shown in the following table are significant : 

NEW SECURITIES LISTED ON THE NEW YOBK STOCK EXCHANGE, 
1900-1905 INCLUSIVE, (EXPBESSED IN MILLIONS). 

Bonds. Stocks. Both. 

Gross 3,996 4,183 8,179 

Replacing, etc 2,240 2,786 5,026 

New 1,756 1,397 3,153 

The average price of the stocks of sixty railroads sold on the 
Stock Exchange in 1900 was $69 per share, and of the same rail- 
roads, in 1905, the average price was $117.90. The average 
price of twelve industrials in 1900 was $68.10 and in 1905 $95. 
The average price of all shares sold on the New York Stock 
Exchange in 1900 was $69.20, and in 1905 $87.30. 

While these figures emphasize the growth and prosperity of 
the country, they also emphasize the coincident demand for in- 
vestment capital. 

The increased price of stocks makes no increased demand upon 
capital as long as the ownership is unchanged, and it may be 
argued that, when stocks are sold at an advanced price, the larger 
sum received is by the recipient put into general use, so that no 
additional demand is made upon capital. Nevertheless, an ad- 
vance in price in an active article of trade does make a greater 
demand upon both capital and currency. What is true of rail- 
roads as to advancing prices is, in fuller measure, true of iron 
and steel and the corporations controlling them. In fact, all 
property, corporate and real, has been subjected to the same in- 
fluence and similar experience as to advance in values. Then, 
too, we have invested a considerable amount of money in other 
countries. During 1905, there were placed in New York bonds 
of Japan, Cuba and Mexico, Canada Northern 4s and London 
Underground notes, amounting to $281,367,000. Mexican rails 
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are largely owned in the United States, not to mention other 
foreign investments. Mr. Boissevain, a distinguished economist 
of Amsterdam, states that Europe has loaned to the recent com- 
batants, Eussia and Japan, over $1,000,000,000 since the begin- 
ning of their war, and it is estimated that the loss by destruction 
of property and values exceeds $1,000,000,000. Here, indeed, 
a sad inroad was made upon capital, both for actual use in the 
prosecution of the war and by means of destruction as a result 
of the war. Europe, barring Eussia, has been generally prosperous 
and has experienced in a degree the same impetus which has given 
unprecedented volume to business in America. The same in- 
fluences and the same results which have obtained in America 
have measurably obtained in Europe. Money reached 6 per cent, 
in London and 10 and 12 per cent, in Berlin; and it was not, 
therefore, as easy to utilize our credit abroad as in ordinary 
conditions. Europe had troubles of her own; the condition in 
Eussia hung like a pall over the business and financial world; 
and, instead of loaning her funds, she was inclined to husband 
them. Notwithstanding these general conditions and the great 
business activity which comprehended every part of the country, 
the interest rates in Chicago, St. Louis, St. Paul and Min- 
neapolis, and, in fact, throughout the whole interior, did not ex- 
ceed the normal rate, and all business demands were fully sup- 
plied. Six per cent, prevailed in Philadelphia and Boston until 
near the end of the stringency, and at all times and everywhere, 
including New York, all business interests were fully supplied 
at a rate not exceeding 6 per cent. All merchants and manu- 
facturers in New York, enjoying good credit, were fully sup- 
plied at from 5 to 6 per cent. 

Who paid these high rates for money? Speculative interests, 
believing that the great degree of prosperity portended and justi- 
fied an advance of prices, saw fit to advance, day by day, the 
price of many listed securities. In many stocks, the advance was 
as much as twenty-five points, and was accomplished in the face 
of most adverse money conditions, when capital, in Europe as 
well as in America, was under a strain. The speculative interests 
paid these high rates, and, had they been content to leave the 
market as it was, without advancing prices until after the crop- 
moving demand had been cared for, money rates would hardly 
hare reached an abnormally high figure. 
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Who received these high rates of interest? It is estimated 
that $70,000,000 of European funds came to New York during 
the stringency, attracted by the high interest rates. It was 
capital in the form of credit which Europe sent, not currency. 
This European capital protected the situation and averted the 
alternative solution, — liquidation in the stock-market and cur- 
tailment of business. Eemember that currency is the "small 
change" of business; its greatest function is to settle balances; 
the great bulk of business is consummated by bank credits, which 
represent capital, — that is, capital upon which the credit is pred- 
icated. I wish to combat the popular fallacy of confounding 
capital and currency, but pass that for a moment. If our cur- 
rency furnishes ample funds to supply all parts of the country 
at reasonable rates — except Wall Street — we need not " lie awake 
nights worrying" over its condition. In the past five years, 
money in actual use has increased on an average of $138,200,000 
a year. During the same period, the use of bank credits (checks 
and drafts, " auxiliary currency ") has increased 67 per cent. 
The financial horizon has been without a cloud and credit un- 
trammelled. It seems to me that a candid survey of the situation 
must absolve our currency system from responsibility for the 
high rates of interest which obtained in New Tork and in New 
York alone. The cause was over-trading. Speculation is not con- 
fined to the Stock Exchange, the Cotton Exchange and the Wheat 
Pit. Every locality has its form of adventure, and the forms are 
almost as varied as the different forms of property. The whole 
country has been expanding, developing, speculating. The Walsh 
episode in Chicago, which carried down three banks in its wake, 
is an extreme illustration. The growth of business generally is 
expressed by the fact that bank clearings outside of New York in- 
creased from $33,500,000,000 in 1900 to $50,100,000,000 in 1905. 
While we have grown rich rapidly of late, nevertheless the growth 
of business has required added capital in volume exceeding 
our increased wealth, and the recent financial flurry was more a 
question of capital than of currency. 

Our currency system is most unscientific and by no means 
perfect, yet it seems to expand with ample facility. Mother Earth 
gives us of gold $80,000,000 annually. The greatest danger lies, 
I think, in the inability of our currency to respond to conditions 
in time of panic. Panic is business paralysis; it can only be 
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liquidated by keeping the wheels of industry moving, placing 
our products in the marts which await them and realizing pay- 
ment therefor. Panic means loss of business sense on the part 
of the community. There should be some lawful currency avail- 
able for temporary use, in order to prevent the stoppage of 
business while reflection and deliberation are bringing back con- 
fidence. Clearing-House certificates are no longer available, for 
many reasons. They amount to a suspension, as between banks, 
of currency payments, and would excite more alarm than they 
would allay. They would divert more funds from the city using 
them than the volume of such certificates which could be used 
would amount to. 

I like the recommendation of Secretary Shaw as to an emer- 
gency currency; it is predicated upon the law and experience 
of Germany, and is safe and conservative. Secretary Shaw's recom- 
mendation permits banks, having a circulation secured by Govern- 
ment bonds, to issue unsecured circulation to an amount equal 
to 50 per cent, of their secured circulation. The additional 
amount so issued would be a prior lien upon the assets of the 
banks. The Government would be bound to redeem the same 
upon presentation, and the banks receiving such circulation 
would pay a tax at the rate of 5 per cent, per annum thereupon. 
Such circulation would be good beyond question. Statistics since 
the creation of the National Banking system, show that an annual 
tax of one-fourth of one per cent upon the outstanding cir- 
culation of the banks would have raised a fund more than suf- 
ficient to have redeemed every note of every bank that has failed, 
independent of the Government bonds which secured them. The 
large tax would be profitable to the Government, and would 
constrain the banks not to take out such circulation unless neces- 
sity therefor existed. This plan is a slight departure from the 
present currency system; it would enable currency to expand in 
an emergency, and would also provide the other element of elas- 
ticity, " contraction," by imposing so heavy a tax that the issue 
would naturally and necessarily be redeemed as soon as the 
emergency had passed. 

A. B. Hepbtjbn. 



